We examine the transition to, and survival in, self-employment among a sample of British workers. We find evidence of capital constrains, with wealthier individuals being more likely to transit ceteris paribus. Windfall gains raise the probability of transition at a decreasing rate -gains or more than £20000-£22000 reduce the probability of transition -and larger gains reduce the probability of transition amongst relatively wealthier respondents. We also find peculiarities in the effects of particular types of windfall; redundancy payments and inheritances raise the probability of transition, whilst lottery wins reduce the probability of (especially male) transitions. In contrast, inheritances (lottery wins) hinder (augment) self-employment survival.
Introduction
Governments around the world are turning to self-employment as a panacea for the problems of unemployment and poverty. 1 But although the self-employed are a growing proportion of the workforce in many counties, evidence suggests that many more individuals are frustrated in their desire to pursue entrepreneurship. According to the International Social Survey Programme (1989) 63% of Americans, 48% of Britons, and 49% of Germans expressed a desire to become selfemployed, although in none of these countries did the actual share of self-employment exceed 15%. 2 Some researchers have attributed the shortfall to capital constraints that limit the access of budding entrepreneurs to external sources of finance, thereby jeopardising both the growth and survivability of their enterprise. Support for this thesis is derived from a number of studies that find the probability of transition to self-employment to be significantly lower amongst less wealthy individuals. Indeed, the gap between actual and desired entrepreneurship appears to be greatest in those areas most afflicted by unemployment and poverty, the North of England being a particular case in point (Blanchflower and Oswald 1998) .
Using wealth as an explanatory variable in this way is, however, somewhat dubious. There is a distinct possibility that pre-transition wealth is correlated with an individual's ability or 'drive', and that it is this unobserved and omitted factor which is determining the success or otherwise of the transition. With this in mind, attention has turned to the analysis of windfall gains. 3 These are far less likely to be so correlated, being, in the words of Blanchflower and Oswald (1998) and Holtz-Eakin et al. (1994a) , about as close to a natural experiment as economists are likely to get in this area.
In this paper we examine data from the British Household Panel Survey (BHPS) to identify factors at time t)1 that play a pivotal role in the transition to, and survival in, self-employment at time t+1. We uncover evidence of significant capital constraints. Wealthier individuals are more likely to transit ceteris paribus, whilst windfalls raise the probability of transition non-linearly -gains or more than £20000-£22000 reduce the probability of transition. Moreover, larger windfalls reduce the probability of relatively wealthier respondents making a transition to self-employment. We also find peculiarities in the effects of particular types of windfall. Redundancy payments and inheritances raise the probability of transition, whilst lottery wins reduce the probability of (especially male) transitions. In contrast, inheritances (lottery wins) hinder (augment) self-employment survival.
Significant gender differences are also apparent. Whilst male and female transitions tend to emanate from amongst the unemployed, females are particularly reluctant to leave paid employment. Further gender differences are evident in terms of education, labour market state tenure and the effect of household income.
The paper is set out as follows: Section 2 provides a brief discussion of previous empirical work on the self-employment decision. Section 3 describes our data and methodology whilst our results are presented in Section 4. Final comments are collected in Section 5.
Background
The relationship between capital constraints and entrepreneurship is well documented. Potential entrepreneurs will choose to become self-employed if the utility from self-employment exceeds that from paid work. Individuals may be denied access into self-employment if they lack the requisite capital to meet the costs of business start-up, or to provide sufficient collateral to obtain appropriate external funding. An increase in capital will alleviate these constraints and so should increase transitions into self-employment Taylor (2001).
The effect of an increase in capital on existing entrepreneurs is not obvious. If the entrepreneur is liquidity constrained, then an increase in capital should enable the enterprise to invest, expand and prosper. If the enterprise is not so undercapitalised, then the increase should have no effect on profitability since the entrepreneur would have no incentive to invest the funds in the enterprise. Indeed, an increase in capital in this situation may provide such a cushion of financial security that the entrepreneur is tempted to pursue more rewarding activities -the profitability and/or size of the enterprise may diminish, and the entrepreneur might even choose to exit self-employment completely if he now feels that the resources he is currently investing in the business may be better employed elsewhere, or if the utility from an alternative labour market activity exceeds that of self-employment Taylor (2001) .
Theoretical work emphasizes insufficient startup capital and/or access to credit markets as a binding constraint on individuals' choice between paid employment and self-employment (Stiglitz and Weiss 1981, Coate and Tennyson 1992) . Such a hypothesis is supported by numerous empirical studies. Meyer (1990) , for example, uses cross sectional US data to examine transitions from paid-employment into self-employment and finds that the incidence of self-employment increases with an individual's net worth. Evans and Leighton (1989) and Evans and Jovanovic (1989) , using longitudinal US data, proxy the availability of capital by net family assets and find a concave relationship between these and the transition to self-employment. Dunn and Holtz-Eakin (2000) uncover longitudinal evidence suggesting that the financial assets of young males exert a small but significant influence on the probability of transition. Studies undertaken for the Australian, British, Canadian, Dutch and Finish labour markets (respectively De Wit and Van Winden 1990; Kidd 1993; Bernhardt 1994; Black et al. 1996 and Johansson 2000) also report that the availability of capital is a significant factor affecting the self-employment decision. 4 Evidence pertaining to the relationship between capital constraints and self-employment survival is less clear-cut. Survey data suggests that availability of capital is certainly a major concern to entrepreneurs (Blanchflower and Oswald 1998), and evidence from the US (Jovanovic, 1982; Bates, (1990 ), Holtz-Eakin et al. 1994a Fairlie, 1999) and the UK (Taylor 1999) suggests that self-employment survival is positively related to the endowment of capital. Some discordance, however, has been voiced. Meyer (1990) , for example, finds that an individual's net worth impacts insignificantly on self-employment survival in the US, whilst Cressy (1996) argues that the correlation between financial capital and
